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LOS ANGELES, CALIFORNIA 90012-3873

PHONE: (213)574-8301 FAX: (213) 626-5427

JOHN NAIMO
AUDITOR-CONTROLLER

April 30, 2015

TO Supervisor Michael D. Antonovich, Mayor
Superuisor Hilda L. Solis
Supervisor Mark Ridley-Thomas
Supervisor Sheila Kuehl
Supervisor Don Knabe

FROM John Naimo
Audito ller

SUBJECT: SOUTH BAY FAMILY HEALTH CARE - A DEPARTMENT OF PUBLIC
HEALTH DIVISION OF HIV AND STD PROGRAMS PROVIDER
CONTRACT COMPLIANCE REVIEW

We completed a contract compliance review of South Bay Family Health Care (South
Bay or Agency), which included a sample of transactions from Contract Years (CY)
2012-13 and 2013-14. The Department of Public Health Division of HIV and STD
Programs (DHSP) contracts with South Bay to provide HIV/AIDS mental health
psychotherapy and case management services.

The purpose of our review was to determine whether South Bay provided the services
outlined in their County contracts and appropriately spent DHSP Program funds. We
also evaluated the adequacy of the Agency's financial records, internal controls, and
compliance with their contract and other applicable guidelines.

At the time of our review, DHSP had two cost-reimbursement contracts with South Bay
and paid the Agency approximately $169,000 during CY 2012-13 and $100,700 during
CY 2013-14. South Bay provides services to clients residing in the Fourth Supervisorial
District.

Results of Review

South Bay properly recorded revenue in their financial records and deposited DHSP
cash receipts timely. ln addition, South Bay prepared their Cost Allocation Plan in

compliance with their County contracts and their expenditures were allowable, properly
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documented, and accurately billed. However, South Bay self-disclosed in their notes to
the financial statements for the period ended June 30, 2013, going concern issues
arising from cash flow problems as a result of ongoing losses. According to the note,
South Bay reported that their liquidity ratios weakened during the year ended June 30,
2013. The financial statements also reflect an $850,829 decrease in net assets for the
same period.

Additionally, South Bay did not meet their March 31, 2015 due date for submission of
their Single Audit. The Office of Management and Budget (OMB) Circular A-133 and
South Bay's County contracts require the Agency to submit their Single Audit Reports
no later than nine months after the end of the audit period. South Bay's response
indicates that their independent auditors are scheduled to perform their Single Audit in
April 2015. As a result, South Bay will not be in compliance with OMB Circular A-133 or
their County contracts.

Due to the going concern issues reported in their June 30,2013 notes to their financial
statements, coupled with their inability to comply with the Single Audit Report due date,
DHSP should consider placing the Agency in the County's Contractor Alert Reporting
Database (CARD). According to the CARD Manual, a contractor that has experienced
financial, administrative, programmatic, or legal issues that affect their ability to comply
with the contract requirements should be placed in CARD. Although South Bay's
financial statement notes also described planned measures to improve financial
performance, audited financial statements are still pending. ln evaluating CARD
placement, DHSP should seek evidence of improved fínancial conditions.

Souúh Bay's attached response indicates that their operations are continuing to improve
and South Bay is projectíng a small profit for the current fiscal year. As such, South Bay
believes that it would be inappropriate to place the Agency in CARD.

Details of our review, along with recommendations for corrective action, are attached

Review of Report

We discussed our report with South Bay and DHSP. South Bay's attached response
indicates that they concurred with our findings and recommendations with the exception
of their placement in CARD. DHSP management indicated that they will ensure that the
findings and recommendations are resolved and implemented.
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We thank South Bay management and staff for their cooperation and assistance during
our review. lf you have any questions please call me, or your staff may contact Don
Chadwick at (213) 253-0301.

JN:AB:DC:EB:yP

Attachments

c: SachiA. Hamai, lnterim Chief Executive Officer
Cynthia A. Harding, M.P.H., lnterim Director, Department of Public Health
Trish Anderson, Board Chair, South Bay Family Health Care
Jann Hamilton Lee, Chief Executive Officer, South Bay Family Health Care
Public lnformation Office
Audit Committee



Attachment I

SOUTH BAY FAMILY HEALTH CARE
DIVISION OF HIV AND STD PROGRAMS

CONTRACT COMPLIANCE REVIEW
CONTRACT YEARS 2012.13 AND 2013.I4

FINANCIAL VIABILITY

Obiective

Determine whether South Bay Family Health Care (South Bay or Agency) is financially
viable and maintains sufficient working capital to provide adequate services under their
Department of Public Health Division of HIV and STD Programs (DHSP) contracts.

Verification

We reviewed the Agency's audited financial statements ending June 30, 2012 and
2013.

Results

South Bay self-disclosed in their notes to their financial statements for the period ended
June 30, 2013, going concern issues arising from cash flow problems as a result of
ongoing losses. According to the note, South Bay reported that their liquidity ratios
weakened during the year ended June 30,2013. The financial statements also reflect
an $850,829 decrease in net assets for the same period.

ln addition, the Offíce of Management and Budget (OMB) Circular A-133 and South
Bay's County contracts require the Agency to submÍt their Single Audit Reports no later
than nine months after the end of the audit period. Therefore, South Bay should have
submitted their Single Audit Report for the period ended June 30, 2014 to DHSP by
March 31, 2015. South Bay's response indicates that their independent auditors are
scheduled to perform their Single Audit in April 2015. As a result, South Bay will not be
in compliance with OMB Circular A-133 or their County contracts.

Due to the going concern issues reported in their June 30,2013 notes to their financial
statements, coupled with their inability to comply with the Single Audit Report due date,
DHSP should consider placing the Agency in the County's Contractor Alert Reporting
Database (CARD). According to the CARD Manual, a contractor that has experienced
financial, administrative, programmatic, or legal issues that affect their ability to comply
with the contract requirements should be placed in CARD. Although South Bay's
financial statement notes also described planned measures to improve financial
performance, audited financial statements are still pending. ln evaluating CARD
placement, DHSP should seek evidence of improved financial conditions.

AU DITOR-CONTROLLER
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Recommendations

1. Department of Public Health Division of HIV and STD Programs
management consider placing South Bay Family Health Gare in the
Gounty's Contractor Alert Reporting Database.

2. South Bay Family Health Gare management submit their Single Audit
Reports timely.

E LIGIBILITY/PROGRAM SERVICES

Obiective

Determine whether South Bay provided services to individuals who met the DHSP Ryan
White Comprehensive AIDS Resources Emergency Act (Ryan White) eligibility
requirements. ln addition, determine whether South Bay provided the services required
by their County contracts and DHSP guidelines, clients received the billed services, and
the Agency collected fees from eligible clients in accordance with their County
contracts.

Verification

We reviewed the case files for ten (4o/o) of the 250 clients who received services during
February 2014 for documentation to confirm their eligibility for Ryan White services. We
also determined whether the Agency collected fees from clients in accordance with the
Agency's approved client fee schedule.

Results

South Bay had documentation to support the eligibility of the ten clients reviewed.
However, South Bay did not obtain approval from DHSP for their client fee schedule as
required by Paragraph 48 of their County contract's Additional Provisions.

Recommendation

3. South Bay Family Health Gare management submit their client fee
schedule to the Department of Public Health for approval.

CASH/REVENUE

Obiective

Determine whether South Bay properly recorded revenue in their financial records,
deposited cash receipts into their bank accounts timely, and that bank account
reconciliations were reviewed and approved by Agency management timely.

AU DITOR-CONTROLLER
COUNTY OF LOS A,VGELES
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Verification

We interviewed South Bay management, and reviewed their financial records and
February 2014 bank reconciliations for two bank accounts.

Results

South Bay properly recorded revenue in their financial records, deposited DHSP cash
receipts timely, and bank reconciliations were reviewed and approved by Agency
management timely.

Recommendation

None.

EXPENDITURES/COST ALLOCATION PLAN

Obiective

Determine whether South Bay's Cost Allocation Plan (Plan) complied with their County
contracts, and if expenditures charged to DHSP were allowable, properly documented,
and accurately billed.

Verification

We reviewed the Agency's Plan and their financial records for five non-payroll
expenditures, totaling $1,959, that the Agency charged to DHSP from March 2013 to
February 2014. We also interviewed Agency personnel.

Results

South Bay prepared their Plan in compliance with their County contracts and their
expenditures were allowable, properly documented, and accurately billed.

Recommendation

None.

PAYROLL AND PERSONNEL

Obiective

Determine whether South Bay appropriately charged payroll costs to DHSP, and
maintained personnel files as required.

AU DITOR.CONTROLLER
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Verification

We compared the payroll costs for two employees, totaling $4,647 for February 2014, to
the Agency's payroll records and time reports. We also interviewed staff, and reviewed
the personnel file for one employee.

Results

South Bay appropriately charged payroll costs to DHSP and maintained the personnel
file as required.

Recommendation

None.

COST REPORTS

Obiective

Determine whether South Bay's Contract Year (CY) 2012-13 Cost Reports reconciled to
their financial records.

Verification

We compared the Agency's CY 2012-13 Cost Reports to their financial records

Results

South Bay's CY 2012-13 Cost Reports reconciled to their financial records

Recommendation

None

AU DITOR-CONTROLLER
COUNTY OF ¿OS ANGELES
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South Bay
Fami!y Health Care

M¡rch 31. 2015

Mr. lotn Nalrno. Auditor-Controllcr
Oêprrtrncnt of À¡dltor-Conlrollcr
Countvwidc Contrrct f\¡orútoriE D ivi¡k¡n

35O 5, F¡g¡¡.ro¡ Street, 8Û Fioor

Los AngeÞs, Callforni¿ q¡O7l

,ql¡ent¡on: Yoon P¡rk

Sublr.ct: South 8ay Frmiþ Heahh Ca¡e - A DeÊartûlent of Puölic Hcahh DMsbn
of HfV and STD Protrems Provider - Contrðcl Compllancc Rcvlar

6¡¡ed on your contr¡ct cornplianoe revlew of South 8ay Famlly fþ.llh C¡re (South 8ly or ¡qcncv),

wùich included e larnplkq of tran¡¡ctlon¡ from Contr¡ct Years 2O12-13 and 201!l-12t, ¡rour depariment
issr¡ed ¡ rrport d¡ted in M¡nlr 2O15. Your corrcrlr6 Þttcr hlghlights your i3nificant ftndin3 whkh
related to financial and c¡¡h flow irs¡¡ci ¡nd fìn¡ndal virbílity coincGrns (¡nd yosr rel¡ted
recomrne nd¡tlon thðt 'DHP strcr¡ld considcr drcirg the Aûency ao th'e CountY's Contracor Aþñ
Rcportin3 O.t.bttc (CAnDl.

Our reeponsG to thc ñndirçr ¡nd recornmondat¡ons ln lhc ¡ttåchmenl to your lctter ¡rÊ ts folbw¡:

Flnmd¡l Vl¡b¡l¡ty
Flndln¡ rnd ncomrnend¡tlon
The re¡ulÌs of ¡our rãrþw ¡tatÊd 'South Bay'¡ audiled fìnanck¡l letzmcnts endlrg lune 3O 2Ol3

rcponed going concern as¡LF arisir¡ lrom c¡sh flow problems as a result of ongolng bsscs-, wlth your
resulting recornrn¿rrdttlon that'Ocpartnrnt of Pub{lc He¡llh mrriaBrmcnt conrlder p¡eclng thc Agancy

in the Cowrty'¡ Contr¡ctor Aþrt Reponing Det¡ba3e".

Sor¡th 9¡/¡ Rr¡pocr
It should b€ not€d thot the lndependent auditor's report for tñe fìscal y:ar endcd lunc 30, ?013, was

i¡¡r¡cd wilh ¡ cleen opinion. ln effcct, thc .uditor rêponcd on thc lTnandal 3tatcm?ntt .ssum¡nt South
Bry will continüc es a 3olng conccrn. Thc ¡r¡dltor ¡ncluded ln hls FootnotÊ T to hls raport, i¡*ps of
concern hrhlch nccdcó to bc ¡ddrc¡¡ad by manrgemant. m¡hly ttË ongo¡nt lo¡scs, drys ol c¡:h on
h¡nd ¡nd current rutþ. Tlrc footnotc ¡|rc ll¡¡cd corrcclþG ¡<tioei¡ thrt mrnrgemcnt htd rlrcrdy
implcmented or th¡t nære r{niñcantly urrderway to lmprove ñnancial performence.

Aór'llnh¡r.lllr Otllc¡ ziþlo Hrslho,Êr ¡¡ì6 | Suit. llo I lorr¡ncc, CA 9O5OS I Appolatrr:nt¡ 3l0.8(t2.6ì7() | Î.t 31O,802.ôì77
F¡¡l 3lO8O1.6178|ww*.rbclinle.oet tdorúoSordrFrclty2ll4Artcg¡¡tÞdIRcdondo&..ch.C 90278 G¡rd¡n¡.t{¡¡bor
Ga¡rry fxlkty 742 YY.r¡ 6¡rdar¡ Blvd lG:ûnr, CA 9O2¡lÎ lrq|r*ood tÉl|',Or- Cbudl¡ H¡tça.í C¡rdG l()gt 5 l.¡ B¡e¡ Arr.
h¡lcwÞod, C gOlOt lnJe*ood OGl6yn ficillty 323 il. k¡r¡c A\c | sle ¡û I ln5l€r¡rqJd, CA 9O3Ol
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Ahost a ïr.r and ¡ tr¡lf ftorn the Ju¡re !Ð, 20l3fl¡c¡l ycrr and, Sourh Bay b st¡ü operellrg end mcerlrE

It'¡ f,n¡nclrl obllgrtlons. Mrnqenrnt hr3 contloucd to rddrccr rnd rcf,nc lfc corrcct¡r€ ¡ctlon d.m !o
rncct tha cñrrgirf nerd¡ md reqrirement¡ of tlr hcrlth care erwirooment.

South Bry's f¡n¡ncial podtlon and resutt¡ ol opentiooa .nÊ cont¡ns¡rf, lo improrye, Bas¿d oo operetiq
rcsult¡ br th¿ curcnt fiscal ycar thror¡dr February 28, 2015, Soúñ Bry i5 proiect¡ru ¡ ¡mall prolit for
thc current fl¡c¡l ycar. Crsh fbw froor opcrrtlon¡. ¡ftcr crrlusbn of dcpccl¡tlon crpcnsc ol
rgprorlrnrtety 5240Æ0, wif rallcc¡ tn Gr¡ln hbhc¡ knprovtment.

Sor¡th 8q/s Bud¡et forfirc¡l yaar 1O16" rhhor¡h still in the pñrcs¡ ol bein3 frnali¡cd ¡cd thcn

¡pprwcd bV tha 8o¡rd, wil!¡how further irrpro*mcntr in opcntitg rc¡ult¡ rnd cr¡h ñow, Ihi¡ furthcr
improæmcnt rc¡ults fiom contirued morútorin3 and rwl¡bns of orr oorreclive ¡ct¡oo pLn,

A lliræ Yerr Stratqic Opcntin¡ Pl¡n i¡ ncerir¡ complctbn, nñk{r will ¡ovkte furtñer enlunccrncnls
lo Sor¡th Be/s oprntiorìs, e¡ well a¡ a road mag to lmprorcrnmt to bc uscd by Menrgencnt end tht
Bo¡rd.

Corulderlrq the .bow, wc belicrrc it b inepproprbte to pbce South 8ry in tlc @unty'¡ Cooraaor Akvt

Reportirq Drtrbuc, ¡nd r¡quest vour renìov¡lof thb rccommend¡tion"

Bürd S.rvkr¡/Ettblhv
Hndlt¡¡nd rc@mîËrd.don
Sourh B¡/s client fce cclËduþ wls tþÌ rpror'ld by DHSP ¡s rcqr¡ired ùy Prr¡3reph ¿¡t olthc CounV¡
contrrcl'3A'dd¡tioml Provblons f,ecommend¡tþn: Sot¡th Bey mana3ement ¡übmlt thcir client fee

rhedr¡lc to thc Ocgrrtlncñt of Publk lþDltñ br rpøov¡|.

5or¡ü lr/¡ ispotuc
South B¡y llæ ekeody ¡uùrnittcd thc slldl¡ fec ¡chcduþ to DHS'P, ¡nd is amltlng epgrovrl-

E¡p.ñdtú¡rdGæt Albc¡don Plrn
Ftndtt3 rrJ r¡aornnrrndúlon
South Oay dld no¡ submÍt thc{r Sir¡la Audit leport for the pÊrbd erding iune 30, 2013, on a tineþ
b¡¡lr Rcuommcnd¡tionr Sonth 8ry rn n.¡Êmcnt n¡bmit ¡þ ¡¡cnclr Sin3lc Audil n ports tknely.

Sou$ let'r lmgonr
Soufh B.y will worl cb¡ely whh Ít'¡ ¡ndepondant ¡t¡dlton to arsr'r timcly compllrme h the future whh

thc Sngle Audlt Report lìül¡ reqtdr:rnenr. For the l¡te¡t fbcllyear, the independcnt a¡ditors ¡re
schcduled to pclorm tha¡r rudit work clrlr¡ the w€el of April 6, 2015 ¡nd is¡r¡c their report duriq
AprH 2Of5.
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IT¡ mdd rplr¡m Uotr brrurùl coîSlrübn ol or rupoos¡ ûqË. Phtæ þt mr hnw 5yor,l

lnr liñfrr qumbr rlnrffl ür rËo¡ or nnd rtltünd lnfonndon
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